Abstract: Indonesia has a tradition of corruption among local officials who harass and collect bribes from firms. Corruption flourished in the Suharto, pre-democracy era. This paper asks whether local democratization that occurred after Suharto reduced corruption and whether specific local politics, over and above the effects of local culture, affect corruption. We have a firm level data set for 2001 that benchmarks bribing activity and harassment at the time when Indonesia decentralized key responsibilities to local democratically elected governments. We have a second data set for 2004 on corruption at the end of the first democratic election cycle. We find that, overall, corruption declines between these time periods. But specific politics matter. Islamic parties in Indonesia are perceived as being anti-corruption. Our data show voting patterns reflect this belief and voters' perceptions have some degree of accuracy. In the first democratic election, localities that voted in legislatures dominated by secular parties, including Megawati's party, experienced significant relative increases in corruption, while the reverse was the case for those voting in Islamic parties. But in the second election in 2004, in those localities where corruption had increased under secular party rule, voters "threw the bums out of office" and voted in Islamic parties.
In 1999 Indonesia democratized; and in 2001 with fiscal decentralization, local democracy took full flight. Democratization was imposed on a regime which in the late 1990's was ranked consistently as among the most corrupt in the world (Bardhan, 1997 and Mocan, 2004) . A significant portion of corruption occurs at the local level, where local government officials collect bribes to supplement their salaries: at the time of decentralization in 2001, our data indicate that bribes paid to local officials averaged 6% of costs for manufacturing firms. This paper examines two key questions. Did democratization with decentralization reduce (or increase) corruption at the local level per se? Second, do specific politics in the form of local legislature composition matter? With democratization, corruption in Indonesia has become a commanding political issue, manifested in exposés in the press, indictments, and political campaigns (McLeod, 2005) . Our key finding will be that districts which voted in greater proportions of Islamic party representatives to the local assembly experienced much greater reductions in corruption. While the results are specific to local governments in Indonesia, they hint at broader implications for the effect of democratization on corruption and the role of Islamic parties in political processes.
We start with the nature of politics in Indonesia and the timing of political events and our surveys. In 1999 Indonesia held nation-wide elections, where local as well as national assemblies were elected. The share of representatives of each party in local assemblies is proportional to their share of the vote in local elections. Local assemblies were elected in 1999 in anticipation of decentralization in January 2001, which occurred as planned with key governmental functions such as education and administration of many national regulations being turned over to the local district (kabupaten) governments, bypassing provincial governments. Kabupaten in Indonesia are similar to USA counties, but with full responsibilities for local services.
Under current laws, all local parties must be national parties. In 1999 there were 5 (out of a total of 40) major political parties, 2 of which are secular-GOLKAR, the former ruling party under Suharto, and Megawati's PDIP party. These two parties play a key role in our analysis.
Other significant parties have Islamic roots and are viewed as less accepting of corruption than secular parties. While the dominant Islamic party, PKB, has not made corruption its national platform issue, our fieldwork suggests that it is viewed as substantially less corrupt at the local level than secular parties. Another Islamic party (PKS) has emerged as a major party on an anticorruption platform focused on corruption associated with the secular parties. The 1999 national elections led initially to a coalition government between Megawati's secular party, PDIP, and the main Islamic party, PKB, with the first President, Abdurachman Wahid, drawn from PKB.
Our first survey took place in fall 2001, benchmarking corruption at the dawn of decentralization, or full local democratization (Kuncoro, 2003 , World Bank, 2003 . from our data. However we note that we don't know for certain what happened between the fall of Suharto in 1998 and 2001. A prevailing view is that from 1998-2001, it was "business as usual" (Kuncoro, 2003 , World Bank, 2003 , but our results are specific to the 2001-2004 interval.
Why would a regime switch to local democracy matter? While legislative measures can potentially affect corruption (Olken, 2005) , in Indonesia there haven't been significant new legislative measures (World Bank 2003, Chapter 3) . But there is greater enforcement of existing laws, in a context where corruption is now a major political issue. In the new, democratic era, under a freer press, newspapers write exposés (Brunetti and Wider, 2003) ; young and ambitious local prosecutors make reputations through official investigations and indictments; firms and local offices of the national chamber of commerce can lobby legislators to protect firms from harassment and to discipline local officials; and local political parties may gain votes with anticorruption stances. As part of this process the national government created several anti-corruption agencies and commissions. A further element is that with decentralization, elected officials may try to deter corruption to attract local investment, in the context of inter-jurisdictional competition for firms (Brueckner and Saavendra, 2001 , Henderson and Kuncoro, 2004 , Fisman and Gatti , 2002 and Mocan, 2005 . In terms of regime switches, the economics literature discusses the notion of multiple equilibria under corruption (Cadot 1987 , Andvig and Moene, 1991 , Tirole 1996 , Bardham 1997 , based on information asymmetries, intergenerational reputation modeling, or punishments versus rewards when corrupt officials are few versus many.
Our notion of the effect of the regime switch follows Mookerjee and Png (1995) , who analyze the effects of increasing punishments of corrupt officials. Significant increases in punishment deter bribe solicitation and amounts, especially in a context like Indonesia where the firms being solicited may turn officials in. With expanded opportunities for redress, officials may reduce bribe demands, so firms find it cheaper to pay the bribe than make the effort to seek redress. In addition, democratization may induce a change in the local corruption environment, through greater local social sanctions against corruption with more public scrutiny of illicit activity and firm owners increasingly refusing to pay bribes. While we associate corruption reductions at the local level with decentralized democracy, there is always a problem of separating regime switch effects from effects of unobserved changes in other accompanying conditions. Thus much of our focus will be on the effects of specific local politics-the impacts on corruption of legislature composition in the competitive political environment.
Why might local assembly composition matter (Pettersson-Lidbom, 2003) ? In Indonesia, opportunities for redress are related to whether local assembly representatives support corruption reduction. We hypothesize that redress opportunities for firms and the direct and indirect punishment costs for corrupt officials rise and the level of corruption declines as the proportion of district representatives from Islamic parties rises. Direct punishment costs include dealing with complaints, indictments of an official or their boss, loss of job, or hindering of career advancement. Indirect costs include local social sanctions faced by corruption officials, where the local corruption environment may be affected by the attitude towards corruption within the local assembly. Moreover career law enforcement officials may feel freer to pursue corruption cases at the local level with the political backing offered by Islamic representatives. An objection to the idea that Islamic parties deter corruption is that the cross-country literature argues that Islamic countries are more corrupt (e.g., Mocan, 2004) . That fact is difficult to disentangle from the fact that they are generally also much less democratic and ruled by secular regimes, with a less developed "rule of law"; and it says little about within country effects of religious and political differences across regions.
The real difficulty in evaluating the role of Islamic parties is to disentangle local assembly composition effects from the effects on bribe solicitation of "local culture". There are two distinct, not well correlated aspects to district culture: devoutness of the population and the corruption environment at the time of democratization. Our fieldwork suggests that today devout Muslims are distinctly less willing to pay bribes; and, ceteris paribus, some sects of devout Muslims are more inclined to vote for Islamic parties. But if devoutness affects bribing and vote choices, that makes the role of Islamic parties more difficult to assess, regardless of whether they are taking anti-corruption stances as strategic political choices or as an expression of their own devoutness. One needs to disentangle whether corruption differences across districts occur because of differences in Islamic parties' representation in local assemblies or differences in devoutness of voters. Although this is an obvious problem to worry about in identifying assembly composition effects, when we turn to discussing our identification strategy, the more difficult problem will concern the prevailing local corruption environment at the time of decentralization.
Our data suggest this environment was unrelated to measures reflecting local devoutness. But there is still the identification problem that districts which for idiosyncratic reasons had a history of more corruption may have a different, unobserved attitude towards bribing that also is correlated with their voting behavior.
Our surveys are constructed to elicit information about bribing activity involving local officials. We are not focused on the other major forms of corruption-bribes paid to reduce corporate income tax liabilities, issuance of FDI or export/import licenses for large firms, and police extortion. All these involve national officials; and the first two mostly very large firms. We are focused on day-to-day corruption involving local officials that eats away at almost all firms.
Red Tape, Harassment, and Bribes
What is the nature of local corruption? In Indonesia, firms are required to obtain a variety of locally set licenses and "retributions". Officials from the local Ministry of Industry monitor firms to make sure they have the full array of licenses and that all are up-to-date. Officials from the local Ministry of Labor inspect licenses and equipment in connection with safety regulation.
Visiting plants purportedly to inspect and monitor is the basic form of harassment used by officials to elicit bribe payments. The creation of red tape through licensing has a long history in Indonesia, with efforts in the mid-1990's by the central government (encouraged by the World Bank) to curtail the array of licenses in order to encourage foreign and domestic investment.
However, immediately following the national decentralization legislation in 1999, localities, in anticipation of decentralization in 2001, felt empowered to create a greater array of licenses and retributions, with sharper limits on the time licenses are valid before needing renewal.
Firms pay bribes for several reasons. When a license is up for renewal, bribes reduce waiting time to renewal and harassment when a license has expired. Bribes are paid to get officials out of the plant who are there in the guise of inspecting licenses and ensuring equipment safety. Similarly bribes are paid to placate officials, who claim a plant needs a license that in fact is not required. Since 2001, empowered by a national "pro-labor" ministerial directive which greatly strengthened the application of pro-labor laws, other bribes (which we record separately) to local labor officials are paid by firms to resolve disputes over severance and overtime pay in their favor and to have strikes declared illegal (albeit in an open shop environment). While this is a separate source of bribe activity, it feeds into the first, since inspection of licenses and equipment safety allows labor officials to sniff around plants for hints of labor troubles.
One could categorize this bribe activity to reduce the harassment from regulations under the efficient grease hypothesis (Liu 1985 , Becker and Maher 1986 , Bardhan 1997 , and Cai, Fang, and Xu 2005 , with the caveat, however, that localities are imposing regulations, so local officials can demand bribes (e.g., Banerjee, 1994, and Kaufman and Wei, 1998) . Harassment is costly because it takes up the entrepreneur and her managers' time (Kaufman and Wei, 1999 , Svennson, 2003 , and Henderson and Kuncoro, 2004 . In Henderson and Kuncoro (2004) we argue that, on the eve of decentralization in 2001, bribes were part of compensation packages of local officials.
Corruption was greater in localities that had limited fiscal resources, with bribes being a form of indirect taxation to supplement the salaries of local officials and bring them up to competitive market wages. 2 2 Both before and after decentralization, localities received most of their revenues as transfers from the central government, with localities having little de facto independent means of raising revenue. The fiscal situations are detailed in Henderson and Kuncoro (2004) . Since decentralization, the fiscal situation is in flux, with new spending responsibilities of local governments, new sources of transfers with formulas undergoing on-going adjustment, and new developing sources of local revenues, in particular a sales tax. Moreover the imposition of local democracy and the development of local anti-corruption campaigns have changed the whole environment, as discussed above.
To motivate the empirical analysis we discuss a very simple model. Firms and local officials who harass them each have their own optimization problem. Firms seek to maximize profits where max , ( , ( , , , ) ) where 0; 0; , 0; 0.
In equation (1) ( , , , , ) .
We expect the level of bribes to be increasing in and v l; but ensuring that in the model requires restrictions on the functions such as , 0, , 0.
For local officials, their choice of number of visits is based on the optimization problem Our second approach is a reduced form one, where we replace ij l and ij v by their determinants, which are mostly firm characteristics; and focus just on the overall effect of politics on bribe activity-both the direct effect and any indirect effect through visits and license requirements. Our primary results involve this reduced form approach. For bribes, the reduced form is ( , , , , ) ,
where ij θ contains observed and unobserved local political-cultural considerations affecting bribe activity. Finally we also worry about whether firm characteristics, i X , are affected by local cultural and political conditions; and, while we do not have strong instruments to predict these, we experiment with certain even more reduced form specifications.
The remaining econometric issue concerns how to identify the role of politics, aspects of which are observed, separate from the local culture, which is largely unobserved. We state our identification strategy after we discuss our data and the context in more detail. Shleifer and Vishny (1993) framework as competition between labor and industry ministry officials leading to a division of bribes associated with industrial activities. But the presumption is that more bribes will be generated in this circumstance. There are more officials to harass firms and complementary dimensions on which to harass; labor officials sniffing around for labor troubles can incidentally also harass firms over licensing and safety.
In the second survey we sought more detailed economic data, getting "exact" firm employment and recording sales and capital stock information in interval form. In asking bribe questions, we worked with the surveyors to distinguish between firms who truly paid zero bribes, versus firms who were uncomfortable providing an answer (only 73 out of 2707 firms). Finally in 2005 we asked the "exact" number of visits made by local officials to the plant in 2004, a variable we interpret as the key form of harassment.
Specifications and econometric issues
In estimation, we focus on two relationships-bribes which firms decide to pay and visits which local officials decide to make. For bribes, our measure is bribes as a share of costs-in principle equation (2) or (5) divided by the cost function for the firm. Experimentation suggested a very simple form:
The ( ) i C X function captures cost effects and any firm-specific bribe related characteristics, such as whether the owner is a Chinese Indonesian, traditionally subject to more harassment. ( )
The lowest number in our 97 districts is 16.
relates to political conditions which might signal resistance to making bribes or unwillingness to press for them. ij η represents unmeasured components of local tastes, the political process, local officials, and entrepreneurs. In (6) we lump the count of licenses and retributions together; separately they give similar results. The visits equation has a similar form as we will see later;
and the issues for estimation of the two are similar.
In general we estimate equation (6) 
Political Variables.
The key econometric issue involves political variables. We hypothesize that greater local assembly shares of representatives from the secular parties, PDIP and GOLKAR, in the Megawati era positively affect bribing. Results where we replace PDIP-GOLKAR by the share of votes held by the key "anti-corruption" Islamic parties, PKB and PKS, mirror the ones we get, given the two are highly negatively correlated (-0.70). We choose the PDIP-GOLKAR share simply because we have direct instruments for votes for these two parties (see below).
As noted above, the identification issue is that greater representation from PDIP-GOLKAR may be correlated either with voters' personal tastes concerning corruption related to devoutness or with the local corruption environment. The local corruption environment involving bureaucrats and local firms in 2001 is not related to devoutness measures, but arises from more idiosyncratic aspects of district history and administration. Our key measure of local devoutness is the ratio of Islamic to state elementary schools in a district in 1990, reflecting religious attitudes of voters in 1999. That taste measure has a zero correlation coefficient (-.01) with the initial corruption environment, measured by average bribe activity in 2001, 6 but is strongly correlated with PDIP-GOLKAR vote shares (-.38). 7 As we will see, areas which voted more heavily for PDIP-GOLKAR in 1999 tended to have initially relatively lower levels of corruption (-.20) . It may be that in high corruption areas people were already prepared to vote Islamic in the hope of changing the local environment; or it may be in less corrupt areas, people were more willing to vote for secular parties, not perceiving corruption as such an issue. For the latter, voters in these areas were then subsequently "surprised" by an increase in corruption relative to other areas, after 2001. We will present data which suggest that districts that "were cheated on" and experienced increases in corruption then voted against secular parties in 2004. All this discussion means that PDIP-GOLKAR vote shares are correlated with unobserved aspects of local culture that affect bribing and we need instruments that are unrelated to both devoutness and the initial corruption environment.
Instruments draw upon aspects of Java history and culture (Liddle, 1999 and Vatikiotis, 1998) . tend still to vote for GOLKAR. This very small fraction (1.9%) of the population is a strong instrument for GOLKAR and seems corruption neutral, meaning (i) that it is not correlated with bribing (is not a significant regressor on its own, does not significantly affect the coefficient on the PDIP-GOLKAR variable, and has a simple correlation coefficient with initial bribe activity of -.086) and (ii) specification tests on orthogonality of residuals to instruments pass readily.
9
Finally, for instruments, PDIP is partially an outgrowth of an amalgam of parties forced in the Suharto era, which included the traditional Christian parties. While the numbers are small (average 4.3%), the fraction of the population that is Christian in 1995 is a strong instrument for PDIP vote share in 1999. The fraction Christian noticeably raises Sargan values in specification tests on certain formulations or appears as a significant covariate in some ordinary Tobit formulations, noticeably affecting the coefficient on PDIP-GOLKAR variable (although not our base case in Table 5 below) . 10 In general we rely on just the first two instruments.
As we will detail later in the section on robustness, we experiment directly with adding controls for district devoutness, including the Islamic school measure. In IV estimation these measures do not play a significant role, so we don't focus on them here. But there is one element of the local political process we haven't discussed. That is the selection of local leaders.
After democratization in 1999, the local district premiers, or bupati's, start to be elected by local assemblies in time staggered elections (over a 5 year horizon across districts). Before that bupati's were bureaucrats appointed by the center. Starting in late 2004, bupatis as their staggered terms end are now elected by direct popular vote. But in the time period we are looking at, they were elected by local assemblies. We know the sponsoring party in each assembly of the elected bupati. Some bupati's are the same bureaucrats who held the job before and some are new to the position. We think of the position being much like a city manager in the USA appointed by a local city council, where some are professionals and some political figures. From simple probit analysis, the chances that a selected bupati was sponsored by PDID or GOLGAR is increasing in the PDID-GOLKAR vote share in 1999. However there is absolutely no discontinuity in the selection process-as, for example, when one or both parties top 50% of the vote or attain a plurality. Indonesian politics is strongly affected by the notion of "consensus", so sharp 9 In the basic ordinary Tobit result in Table 5 , column 5 below, the PDIP-GOLKAR coefficient (standard error) in an ordinary Tobit (with clustered errors) is .0842 (.0369). Adding in the two instruments, changes the PDIP-GOLKAR coefficient to .0827 (.0417) with coefficients (standard errors) on the percent government employee and percent coastal variables of .628 (.418) and -.0316 (.0639) respectively. In the basic IV Tobit result in Table 5 , column 4, the PDIP-GOLKAR coefficient (standard error) is .199 (.0897).
If we drop the percent government employee as an instrument so the model is just identified the coefficient rises to .231 (.0904). 10 We note its simple correlation coefficient with 2001 avg. bribe is -.36, so it is related to the initial culture of corruption. discontinuities may be less likely. Moreover in corruption estimation below, controlling for PDIP-GOLKAR vote share, which party sponsored the bupati has no affect on corruption per se.
While we hoped bupati selection would be an important element in corruption which would allow for a regression discontinuity analysis (van der Klaauw, 1999), this possibility did not bear fruit.
The notion of consensus will be important in thinking about results. PDIP-GOLKAR has over 50% of the vote in 71% of our districts, although a single party only holds the majority in 11% of districts. In 29% of districts, PDIP-GOLKAR has over 60% of the vote and in 13% under 40%. We will argue that effects are linear in vote share, with no discontinuity such as at 50%.
The climate of corruption just gets increasingly worse continuously as the secular parties' combined vote shares rise and they increasingly dominate the "consensus". In the section on robustness we will discuss non-linear and discontinuous specifications in detail.
Finally we note that, in examining political effects, we do not have recorded vote shares for all districts. Due to its designation as a national capital region, Jakarta has provincial status and a provincial assembly and its 5 districts have no local assemblies. Second, in 5 other of our 97 districts, votes were not published; generally there was some controversy about the voting in those districts. While numbers were released informally at the time to determine legislative shares, these shares are not in the public record and so far we have been unable to uncover them.
Thus identification of legislature composition effects is based on 87 districts. Individual Firm Differences over Time. Table 2 , where we separate results for just red tape bribes (columns 1 and 2) and then those for red tape and labor bribes combined (columns 3 and 4). Results are similar. Controlling for firm fixed effects, (changes in) size variables don't seem to matter. However export activity may affect bribes and certainly changes in the number of licenses do.
The key results concern time effects and political parties. There are four districts with no recorded political votes and that is controlled for with a dummy variable (here interacted with time, as the vote share is). In columns (1) and (3) 12 When we first got back questionnaires and saw the drop in red tape bribes and rise in labor ones, we worried that some firms may have been confused about the two types of bribes, since both red tape and labor bribes may be paid to officials from the local Ministry of Labor (but red tape only to officials from the local Ministry of Industry). We then went back out into the field with our lead surveyors and resurveyed about 70 firms to make sure there was no confusion; there was none.
such as Megawati's ascension to power and the introduction of labor bribe activity should only work to increase corruption, while local democratization per se increases the forums for people to protest corrupt behavior and empowers people to say no. In columns 2 and 4, this time effect is significantly less in districts which voted more for PDIP-GOLKAR, implying legislature composition is correlated with changing bribe activity. While the regime switch reduced the probability of paying bribes overall, point estimates suggest the effect could reverse in districts with heavy PDIP-GOLKAR support. By 65% vote share for PDIP-GOLKAR, the likelihood of bribe activity starts to increase overall between time periods.
How robust is this PDIP-GOLKAR time effect? Throughout we conduct robustness checks, although these are done in more detail in later sections when samples are larger. Here we focus on two key ones. The first is to make sure results aren't explained by correlated changes in economic conditions, where perhaps districts that do better economically pay more or less bribes, Table 3, for the Table 2, column 4 formulation, where, given this is a fixed effects logit, we are assessing the effect of time changes in covariates. Increases in income and decreases in inefficiency (lowering the value of the covariate) are both insignificantly associated with decreases in reported bribes. For each, the 
District Level Time Differences
We The results in Figure 1 support the notion that districts with lower initial corruption were more willing to vote for PDIP-GOLKAR, but they paid for their votes with increases in corruption, related to how heavily they voted for PDIP-GOLKAR. Figure 2 shows that the 2004 pattern continues over to all our 87 districts: the average bribe ratio in 2004 rose sharply with PDIP-GOLKAR vote share in 1999. Figure 3 shows something else that is also critical to our thinking, that decentralization and Megawati's assent to Presidency was a regime switch. Figure 3 plots district bribe activity in 2001 versus 2004: rather than there being a 45 degree regression line, there is modest negative relationship (-0.14 is the simple correlation coefficient).
Finally Figure 4 shows a punishment effect, where initially less corrupt districts that voted for PDIP-GOLKAR in 1999 and experienced increases in corruption, then voted to "throw the bums out of office". In Figure 4a , we look at the 30 districts with overlapping data and plot change in GDP p.c. has no effect on the result). Finally, Figure 4b shows for all districts on Java that those with low 2004 bribe activity saw little or no change in PDIP-GOLKAR vote shares, while those with high bribe activity saw big secular party vote share reductions. This is a suggestive sharp correlation in the data.
To explore these correlations further we then estimated these relationships for the pooled What about the effect of the regime switch? In Table 4 In columns 3-5 of the table, we attempt to correct for issues of simultaneity, to establish a causal link between bribing and assembly composition. But we note that with the small sample of districts in Table 4 , IV results may be less compelling than later results based on larger samples.
First we estimate a reduced form bribe equation, where we treat licenses as endogenous, determined by firm characteristics and politics and remove them as a covariate. Second we instrument as explained earlier for PDIP-GOLKAR vote share. Column 3 contains 2-step IV Tobit results 14 ; column 4 2SLS results, and column 5 ordinary Tobit results for the reduced form specification. Note the base period PDIP-GOLKAR coefficient is now zero and insignificant, which is reassuring since there should be no causal effect of initial vote on initial corruption. For the 2-step Tobit the net effect increases from the .16 effect in column 2 to .19 (and more in the 14 The MLE version in this case did not converge, unlike in the rest of the paper.
ordinary Tobit in column 5). This number, .19, corresponds to the number, .20, we get for reduced form IV Tobit specifications for the later cross-sectional analysis. In general as expected, 2SLS coefficients are lower all-round compared to Tobit ones. Note the instruments are strong and the Sargan test in column 4 is excellent; but the Wald test in column 3 fails to reject exogeneity of all covariates, a general issue we will discuss later.
In Table 3 we again explore robustness of results. In columns 3 and 4 of Table 3 , to the 
The Overall Effects of Politics on Local Corruption
In this section we identify local assembly composition effects from cross-sectional variation in bribing activity in 2004. Our primary results are for the reduced form specification based on equation (5), where we substitute in firm characteristics which determine licenses and visits. We have also a measure of transport costs of visits by local officials which affects the number of visits: the population weighted average of distance from villages in the firm's subdistrict to the district capital. In examining results, our focus is on the vote share variable, which in this reduced form specification captures both direct effects on bribes and indirect effects through the number of visits and licenses. In the next section we will report results for the structural equation, where we have a weak instruments problem.
The basic results are in Table 5 . Columns 1 and 2 report on the specification for red tape bribes to which the structural model reported in the next section applies most directly, showing IV Tobit (MLE) and then ordinary Tobit results. In columns 3-4, we present results on overall local corruption since that is the prime concern, adding in bribes for labor troubles to those for red tape. We focus on the effect of politics on total bribes. While we use a Tobit specification, for the political variable we report 2SLS results and footnote one set of full 2SLS results.
15 Entering these effects as simply one variable, either the change in district attitudes or change in income each interacted with a time dummy produces similar results (no effect on PDIP-GOLKAR effects). We also explored controlling for local culture and devoutness, as detailed in later sections, by adding in a variable, the ratio of Islamic to state elementary schools in 1990. That control has no effect here: the base school ratio coefficient (standard error) is -3.85 (4.37) and the ratio interacted with time has a coefficient of 3.62 (6.08), implying in 2004 its net effect is zero. And its insertion raises the PDIP-GOLKAR net effect to .27.
In Table 5 for firm characteristics, there is a common pattern across columns. The red tape bribe ratio increases with firm employment up to about 120 employees (median 40; mean 168) and increases over all ranges for the total bribe ratio. The bribe ratio increases initially with capital stock but peaks before the biggest firms, with bigger increases for total than red tape bribes. Labor bribes tend to affect bigger firms more. Being an exporter or having FDI has a weak positive effect on bribes. In these reduced form equations, Chinese entrepreneurs who face discrimination and have fewer opportunities for redress in general pay significantly more bribes, with the bribe ratio rising by 1.2 for red tape and a whopping 2.6 for overall bribes. In estimation, the cost of visit variable, distance from the plant's sub-district to the district capital, has a weak effect. Industry dummies generally don't matter. As we will see in the next two sections, the capital stock, export, FDI and being Chinese bribe effects mostly work indirectly through impacts on numbers of licenses, rather than directly affecting bribes.
The pattern of legislature composition effects on bribing is consistent across columns. In columns 1 and 3, the IV coefficients are .15 and .20 for red tape and total bribes respectively and are 2-2.5 times larger than ordinary Tobit coefficients. We believe IV estimates of political effects are greater than non-IV ones because of the unobserved traditional, local "environment of corruption", which acted to increase bribe levels. The .20 coefficient in column 3 on PDIP-GOLKAR corresponds to the .19 point estimate in the over-time comparisons in Table 3 . Based on IV results (and a non-marginal interpretation to Tobit coefficients), a 10% increase in secular party assembly composition raises the total bribe ratio by 2.0% (with a mean overall bribe ratio of 3.4). The marginal Tobit effect is about 1.2, accounting for the probability of paying a bribe; this corresponds to the 2SLS effect of 1.3. These are large effects and constitute our basic result. Moreover the political effects in Table 5 are almost double those for the structural model in the next section; Table 5 results are a net combined effect: the direct effect of politics on bribing and the indirect effect of politics through changes in harassment and red tape. Political effects are viewed as varying continuously with vote shares (see Figure 2 ), but we report on experiments with non-linearity below.
In terms of tests of the specification, while Wald-tests can't reject exogeneity of covariates overall, the p-value is not large. And, while t-tests can't reject equality of ordinary and IV Tobit coefficients for the political variable alone, t-values are not small--1.3 and 1.4
respectively for red tape and all bribe comparisons. These results combined with our beliefs suggest that doing IV estimation is correct; but we also have two other pieces of evidence. First, for a linear formulation accounting for heteroscedasticity, we performed a basic Hausman (1978) t-test in an OLS bribe equation on the coefficient of the usual added term: the residuals from the first stage regression of PDIP-GOLKAR on exogenous variables and instruments. That coefficient is always negative, consistent with our priors. For the all bribe equation, as formulated in Table 5 , the t-statistic is still only -1.3; but for red tape bribes it is -3.13. Second, if we are less conservative in our instrumenting and add the percent Christian in the population in 1995 as a third instrument, in the IV Tobit formulation, the Wald p-value for red tape bribes in now at .05 while for total bribes it is .13. More particularly, with greater precision in estimation, t-tests reject equality of IV and ordinary Tobit estimates in both cases. Sargan values in 2SLS estimation of this formulation suggest a less conservative instrumenting approach is valid for the specifications in Table 5 : Sargan p-values in 2SLS either stay the same (all bribes) or actually rise (red tape bribes).
Robustness
In Table 6 , we conduct two types of robustness tests concerning the magnitude of legislature composition effects. For these we report just the ones for all bribes; results for red tape bribes are similar. In the first set in Table 6a , we look at robustness of the Table 5 results to sample weights, specifications, and other considerations. In Table 6b , we look at the effect of adding in other covariates, representing a variety of district economic, social, and political conditions. Finally we have a discussion of non-linear specifications to political effects. In column 2, we treat firm characteristics such as size and FDI and export status as also endogenous, substituting in controls for local economic conditions that should determine firm characteristics-a measure of market potential, average employee compensation from the annual survey of manufacturers, indirect taxes (which are mostly local property taxes) over capital stock as a proxy for the local cost of capital, and the number of own industry enterprises as a source of local scale externalities. The first variable is from 1994 and the next three from 1997, where we use historical variables to mitigate issues of correlation with contemporaneous errors terms.
Market potential is the distance discounted sum of GDP of the own and all other districts on Java. 17 The first three variables are entered as a second order expansion. While scale externalities clearly matter, the variables in the second order expansion generally are weak statistically.
Regardless, in column 3, now the IV vote share coefficient is .21, which is little different from the .20 in Table 5 , suggesting the indirect effects of corruption through firm size are minimal.
In the political process, we lumped PDIP and GOLKAR together, in part because we believe it is the total that matters. In column 3 we split the vote out and add a third instrument: the percent of the population that is Christian in 1995. In the split the PDIP coefficient is larger at .26
and much more precisely estimated than the GOLKAR coefficient at .17. But for the same model run for red tape bribes alone, the PDIP and GOLKAR respective coefficients (standard errors) are .135 (.0573) and .200 (.116 ). The only conclusion we draw is that the PDIP effect is more precisely estimated.
Finally, we turn to the issue that we have estimated a Tobit, imposing a common functional form on the decision of whether to bribe or not, and if so what ratio of bribes to pay, treating the problem as a simple censoring one. In column 4 of Ad is normalized to be one for the smallest own district. For the own district, following standard empirical practices the distance, ii d , is 2/3 radius of the district, where that is the average distance "commuted" by any firm to the center (if all firms were uniformly spread over a circular district).
Other covariates. In Table 6b , we look at the effect on results of adding in other covariates.
Except for the last column, we treat the added covariates as endogenous (with instruments footnoted in the table); but results differ little if they are treated as exogenous, in the sense that PDIP-GOLKAR coefficients still hover around .20 and the added covariates remain insignificant.
First we look at the effect of "political competition"-how concentrated vote shares are. It could be that in districts where votes are more spread across parties, there is a greater degree of "competition" which induces, say, less corruption, because the governing coalition is more responsive to voters in its attempt to retain office. The degree of vote concentration is measured by a standard Hirschman-Herfindahl index: the sum of squared vote shares of each of the 40 parties. The higher the index the more votes are concentrated. In column 1 this variable is positive as expected but insignificant, and only serves to raise the PDIP-GOLKAR coefficient.
In column 2 of the table, we add in average profitability of manufacturing firms from the Annual Survey of Medium and Large Size Firms in 2001, where profitability could raise bribes firms are willing to pay, and could be correlated with vote shares. That variable is also insignificant, with no effect on the PDIP-GOLKAR coefficient. In column 3 we add in the count of manufacturing firms in the 2001 annual survey just noted. That count could reduce the cost of traveling to collect bribes or could better reflect long term productivity and local economic conditions. While that coefficient is positive, the PDIP-GOLKAR coefficient again is unaffected.
Then we add in the perceived district average efficiency in 2004 and ln(GDP p.c.) in 2003, variables used in Table 3 above. Again there are no significant effects. We also experimented with adding in the percent change in GDP p.c. from 1999 to 2003 and the change in district average inefficiency. The change in income has an insignificant negative sign and the change in inefficiency a positive insignificant one, with respective PDIP-GOLKAR coefficients (standard error) of .234 (.0953) and .194 (.0768). 18 In the last column we attempt to control for local "tastes" concerning corruption based on the notion that devout Muslims find corruption offensive. We don't know devoutness of our owners, but we have districts characteristics that reflect local devoutness. The prime one noted earlier is the ratio of Islamic elementary schools to government schools, reflecting inculcation of religious practices as well as parental views. Once we control for tastes we add our third instrument, percent Christian, since it then readily passes our specification tests on its inclusion.
In the last column the coefficient on the devoutness variable is negative but insignificant; the PDIP-GOLKAR coefficient is little changed at .196. The PDIP-GOLKAR coefficient also remains in the neighborhood of .20 when we add in higher order terms of the school variable or add in another measure of devoutness combined with the school variable.
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Non-linearities and discontinuities. We have relied on a linear specification to assembly composition effects. We settled on this after trying both regression discontinuity approaches and modeling non-linearities. In particular we tried a sharp discontinuity approach where in an ordinary Tobit we entered a cubic in vote shares and a dummy for when the PDIP-GOLKAR share tops 50%. We also did this for PDIP vote shares alone. In both cases the coefficient on the dummy variable for having a majority of assembly seats is insignificant and has the wrong sign (negative). We also looked at the 26 districts where PDIP-GOLKAR (and PDIP alone in 10 districts) vote shares lie between 45 and 55%. Again a dummy variable for being over 50% is completely insignificant in both cases, with the wrong sign.
Ordinary Tobit results from dividing PDIP-GOLKAR vote shares into a series of dummy variable categories (<40%, 40% to <50%, 50% to <60%, 60% to <70% and ≥ 70%) suggested a sharper jump in bribing as we move into the last two categories; although when allowing for a simple differential in slope coefficient beyond 50%, such an effect is zero. We then experimented 
The Anatomy of Bribing in 2004
In the next two sections we turn to structural estimation results, looking first at the bribe equation and then equations for visits and licenses. We start with the structural version of equation (6) based on equation (2) for bribes paid by firms in 2004. We examine red tape bribes, 19 The second measure is the ratio of prayer-houses to mosques discussed in footnote 6. With a cubic in the school variable (which has insignificant coefficients), the PDIP-GOLKAR Tobit coefficient (standard error) [and 2SLS coefficient (standard error)] is .203 (.140) [.161 (.0715) ]. With a quadratic in the school and the prayer-house variables, the results are .17 (.129) [.129 (.0686) ]. Note as we add these district level terms with just 97 districts, at least Tobit errors tend to blow up. For the quadratic in tastes the coefficients (s.e.'s) are -5.18 (9.25) school ratio -21.3 ( 14.9) school ratio squared -1.35* (.712) pray/mosq. ratio-.00108 (.0221) pray/mosq. ratio squared + 4.96** (1.36) school ratio*pray/mosq. ratio. The ratio of Islamic to state primary schools has a mean .26 and s.d. .15 and the ratio of pray-houses to mosques has a mean 3.9 and s.d. 2.7. since the structural model is designed for those; the structural form results are even less precise for total bribes. In the structural model we treat visits as endogenous and licenses as predetermined. The specification is very simple. Controlling for visits and licenses, bribes as a fraction of costs are unrelated to most firm characteristics-industry, export activity, FDI investment, capital stock and the like. As we will see in Section 6, these items definitely create red tape and visits; but in this structural form, the bribe ratio is only related to overall scale which takes a quadratic form in employment. The bribe ratio seems unrelated also to firm cost and demand conditions such as the wage rate in the district and a measure of district market potential (see later); arguably these could affect bribes and costs in the same proportion leaving the ratio unchanged. Being Chinese has a positive, but insignificant effect in this table.
Columns 1 and 2 of Table 7 present IV Tobit (MLE) and ordinary Tobit estimates, where in column 1 we instrument for visits with several variables. There are two travel cost variables facing officials visiting firms, starting with the distance from the sub-district of a firm to the district capital, discussed earlier. Second, coastal areas are viewed as more inaccessible, so we use the fraction of the population in a sub-district living in coastal villages as a second instrument. Then there are variables which seem to draw more excuses for visits, although not more bribes conditional on visits. These instruments are whether a firm is in "high tech" activity (machinery, electronics, transport, and instruments) or is an exporter. These four variables turn out to be are weak instruments. Their partial-F in first stage regressions for column 1 is 5.2; and that is the best it gets. That gives us the fundamental dilemma in estimation that led to our focus on a reduced form specification. We have weak instruments for visits; and trying to additionally instrument for licenses at the same time (also with weak instruments) produces unstable and noncredible results. In Table 7 , we present results assuming licenses are predetermined, largely in 1999 and 2000, before the regime switch in 2001.
In column 1, a one standard deviation increase in the number of visits (9.9) from the mean (6.6) increases the red tape bribe ratio by 2.4, where the mean red tape bribe ratio is 1.8 for the estimating sample. That coefficient in IV estimation is imprecisely estimated, although IV and ordinary Tobit results are quite similar. Increasing the number of licenses and retributions by one standard deviation (5.7) from the mean (8.1) raises the bribe ratio by 1.2, again a large effect. The bribe ratio peaks at a firm employment level of 26 in column 1. In general in the table, the bribe ratio starts to fall with firm size beyond some size at or below the median (40).
In Table 7 , in columns 3-4, we introduce the influence in a district of having voted for PDIP-GOLKAR. The IV Tobit coefficient is .0802 for the structural form model in this table compared to .146 for the reduced form red tape bribe equation in Table 5 ; and the corresponding 2SLS coefficient in this table is .0704 compared to .104 in Table 5 . Reduced form coefficients are larger because they capture both direct and indirect effects on bribing. In Table 7 , given the simultaneous attempt to instrument for visits, the PDIP-GOLKAR coefficient in column 3 is insignificant. We note however that standard errors for MLE Tobit are based on clustering, which enlarges the standard errors as expected, but doesn't allow for heteroscedasticity. In contrast the robust, clusterd standard errors for 2SLS for the same equation are relatively noticeably smaller.
And the 2SLS coefficient is strongly significant, as reported in square brackets in the table. In general, this is a pattern throughout the work: the PDIP-GOLKAR coefficient under 2SLS tends to have a higher level of significance than under MLE Tobit.
Harassment and Red Tape
In this section we look first at the second part of our corruption model: what determines the degree of harassment as measured by number of visits in equation (4). We estimate a "structural" version where licenses and retributions are treated as exogenous. Visits are determined by firm employment size, licenses and retributions, whether the firm exports, whether it is in a high tech industry, and cost of visit variables. Other firm characteristics seem to play no role in determining the number of visits. For the cost of visit variables, besides the population weighted average of distance from villages in the firm's sub-district to the district capital used earlier, we add in the proportion of the population living in coastal areas in the sub-district (as raising transport costs) and a variable representing the ease of visiting multiple local plants, the ratio of total manufacturing establishments to land in the sub-district based on the PODES (an inventory of village characteristics collected every three years). After examining the structural relationship, we turn to the reduced form version where we add in firm characteristics that additionally determine licenses and retributions such as a more detailed industry breakdown, capital stock, and FDI status.
Columns 1 and 2 of Table 8 report results on the structural model, with column 1 being the IV results when we instrument for party vote shares. IV and ordinary Tobit results are virtually identical. Visits increase with the number of licenses, being a high tech industry, being an exporter, and with firm size up to 150 (about mean size and way above median size). The cost of visit variables have the correct signs throughout the table, but only the variable measuring the density of local manufacturing establishments is ever significant at even a 10% level. This reveals our problem with weak instruments in Table 7 above. Finally for the key variable, PDIP-GOLKAR vote shares, while the IV coefficient says that an increase in vote share of 10 points increases visits by .7 (from a mean of 7.4), the effect is not significant.
In columns 3-4 when we remove the license variable in columns 1 and 2 and add in more firm characteristics, we see that capital stock size and being Chinese additionally significantly affect visits, indirectly through license requirements. Again IV and ordinary Tobit results are virtually the same. In this more reduced form version, the vote share coefficient is a little larger (.09 versus .07) and is significant at a 10% level in the ordinary Tobit estimates. The Wald test on exogeneity of covariates is far from rejecting exogeneity.
Finally in Table 9 we turn to licenses and retributions, estimating relationships by OLS and 2SLS. Requirements increase monotonically with firm employment and capital stock size.
Being Chinese or an exporter, or having FDI increases licenses and retributions firms face. The
Chinese effect is surely a discrimination effect: Chinese are "intimidated" into subscribing to licenses that other firms typically would not be required to hold. Here again the need for instrumenting is unclear and PDIP-GOLKAR vote share coefficients while positive are not significant. From these results it would appear that license requirements depend on firm characteristics per se; and the effect of politics is at best small. Regardless, given PDIP-GOLKAR effects are positive in both Tables 8 and 9 , we can see why in Table 5 versus 7, the effect of vote shares on bribes rises when we move to the reduced form and add in indirect effects of politics on visits and licenses.
Conclusions
In Indonesia the introduction of local democracy is associated with decreased local corruption. However specific politics, separate from local devoutness and the traditional local corruption environment matter. Corruption falls in areas which vote more heavily for Islamic However, while the current government in Indonesia has a focus on corruption reduction at the national level, people believe that the immediate prospects for substantial improvement are dim: corruption still serves to fund national political party activities and national bureaucrats still rely on corruption proceeds to supplement their salaries to meet market compensatory pay. .00924 (.565) -.143 (.655) -.204 (.627) -.320 (.651) Medium size (1b -5b) -.0975 (.714) (.0413 (.755) -.212 (.736) .286 (.844) Large size (>5b) -.0549 (.776) -.137 (.854) -.225 (.789) -.501 (.954) Dummy: export or not 1.13* (.635) .970 (.667) 1.17 (.726) 1.10** (.378) 
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